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Reviews
Writings in Accounting

Dr. Marie E. Dubke, CPA Editor
Memphis State University
Memphis, Tennessee

"UNDER
THE
SOUTHERN
CROSS," Raymond F. DeVoe, Jr.,
FINANCIAL ANALYSTS JOUR
NAL, Vol. 30, No. 5, SeptemberOctober 1974.
The author feels that, with prices dou
bling every decade because of two digit
inflation and with indexing as a possible
solution, Brazil's experience with index
ing should be analyzed. The article has a
brief introduction followed by a history of
indexing, Brazil's economic miracle,
Brazil's inflation, and a conclusion.
Inflation was traced back 4,000 years to
the Code of Hammurabi where strict ceil
ings were placed on the price of wheat.
However, the most important example
given was Germany's experience with in
flation. Adjustments to the index became
a daily process and workers were paid
two and three times daily. Moreover, they
rushed to purchase goods before the
Marks declined in value. DeVoe points
out that this was the primary reason why
indexing has become illegal in Germany.
Ironically, Germany has had the best rec
ord against inflation.
Brazil achieved its economic miracle by
the "Seven Pillars of Economic Develop
ment." They were (1) abolition of politi
cians and political parties, (2) domestic
stability, (3) a hospitable climate for
foreign capital, (4) a high rate of internal
savings, (5) the "crawling peg" devalua
tion, (6) high tariff walls and (7) a "New
Frontier" type of belief in capitalism. The
first three pillars were assured by the 1964
military coup. The fourth pillar was en

couraged by new tax laws that made sav
ing desirable. In reference to the fifth pil
lar, Brazil has devalued its currency about
once every 40 days since 1964. This avoid
ed the jolt of a once-a-year devaluation
and international monetary profiteering.
The sixth pillar was self-explanatory and
the seventh pillar attempted to develop
the Amazon hinterland and stress Brazil
ian individualism.
Brazil uses five methods to deal with
inflation. They are (1) strict control of the
budget and monetary policy, (2) price
regulations, (3) wage restraint, (4) the
"crawling peg," and (5) "monetary ad
justments," the use of indexes. The sys
tem is very complex and perpetuates cer
tain aspects. Companies can write up the
value of assets every year in relation to the
standard index. However, some food
items are not considered in Brazil's cost of
living index and this omission reduces
inflation.
DeVoe concludes that indexing has
never attempted anything more than ad
justing to inflation. Indexing is an admis
sion that everything else has failed and
that politicians will not attack the causes
of inflation. Furthermore, the suppres
sion of inflation is based on Draconian
measures and "monetary adjustment"
may be quite misleading in relation to the
real rate of inflation. In addition, index
ing has worsened the distribution of in
come in Brazil and the system has become
a bookkeeper's field day.
Brazil is compared with the Southern
Cross, one of the constellations in the
Southern Hemisphere. However, unlike
Polaris which points to true North, the
Southern Cross is divagational and is not
indicative of true South. Therefore, the
implication is that those who follow the
Brazilian example will find themselves
way off course.

The article is very informative in that it
evaluates a country's experience with in
dexing as a method of coping with infla
tion.

John Cothran
Memphis State University
Graduate Student

"ETHICAL STANDARDS: FOUN
DATION FOR EXCELLENCE AND
FREEDOM," Norman O. Olson,
THE
ARTHUR
ANDERSEN
CHRONICLE, Vol. 34, No. 3, July
1974.
Many recent events have shown evidence
of the public's growing disbelief in the
governmental, business, and profes
sional institutions of this country. Such
disbelief is especially harmful to the ac
counting profession because of its need to
remain independent and objective in ap
pearance as well as in fact. As the public
loses trust in the accounting profession,
the government will increase regulation
of the profession.
Olson sees the establishment and
maintenance of high ethical standards as
the means by which to restore public trust
in the accounting profession. In his opin
ion these standards must go beyond mere
rules of ethics which tend only to define
minimum guidelines for conduct. As
members of the profession decide that
they need only respond to these rules,
they relieve themselves of personal ethi
cal responsibility to the public.
The "extensive detailed procedural re
quirements" of the Opinions issued by
the former Accounting Principles Board
are considered in this article to be such
rules. Olson maintains that these rules led
some public accountants to subcon
sciously relieve themselves of their per
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failed to detect such a transaction. Expert
accountants could testify both for and
against the auditors and their claims that
their professional obligations did not re
quire of them more action than what they
took. Obviously, such lawsuits discredit
an already tarnished profession.
Johnson believes that the Auditing
Standards Executive Committee should
take action at once. For adequate disclo
sure of non-arm's-length transactions he
believes that Reporting Standard No. 3
should be restated to give it a more active
tone. A new statement on auditing proce
dure should be issued requiring that au
ditors who have detected a non-arm'slength transaction must (1) attempt to
have the client void the transaction, or (2)
attempt to persuade the client to put such
a transaction on a basis equivalent to an
independent transaction, or (3) issue a
qualified opinion or a disclaimer of opin
ion if the client does not cooperate in ful
filling either (1) or (2) above.
For detection of non-arm's-length
transactions, Johnson feels that Field
Work Standard No. 3 should be changed
to require that auditors verify the iden
tities of parties transacting a large amount
of business with the client. Also, routine
transactions should be sampled for the
identity of the other party.
Johnson quotes Roland Salmonson as
saying that, unless the accounting profes
sion acts now, it will receive an embar
rassing indictment for allowing its mem
bers to be held legally liable for following
the profession's rules and procedures for
Leslie A. Boyd
detecting and disclosing non-arm'sMemphis State University
length transactions.
Graduate Student
The article is well written. It provides
food for thought. Management may be
severely tempted to transact and hide a lot
"NON-ARM'S-LENGTH TRANS of non-arm's-length transactions now
ACTIONS: THE AUDITOR'S RE that APB Opinions Nos. 9, 15, 20, and 30
SPONSIBILITY/' L. Todd Johnson, have taken away much of the ability of
THE CPA JOURNAL, Vol. XLIV, management to juggle numbers to arrive
at a predetermined earnings-per-share
No. 11, November 1974.
figure.
Accounting data is composed of the re
sults of transactions conducted at arm's John C. Carey
length by independent parties. Accounts Memphis State University
that do not represent arm's-length trans Graduate Student
actions are not acceptable for inclusion in
the financial statements. Although ac
counting authorities have recognized the
need for disclosure of non-arm's-length "THE WAR OVER CORPORATE
transactions for a long time, they have not FRAUD," Arlene Hershman, DUN'S
provided standards for the detection of REVIEW, Vol. 104, No. 5, November
1974.
such transactions.
The article gives two examples of law
suits against auditors involving this am The question posed by the author in this
biguous area. In Continental Vending, the article is whether or not auditors are, or
auditors failed to disclose a non-arm's- should be, financially responsible for in
length transaction; in Westec the auditor suring that management fraud does not

sonal responsibilities and to accept the
rules as a "crutch” in dealing with clients.
The trend toward adopting this type of
crutch is, in Olson's view, one of the signs
of the deterioration of accounting as a true
profession. This trend must be stopped,
he thinks.
Maintenance of high ethical standards
is Olson's solution to the problem of
stopping the trend. Once the objectives of
the accounting profession are estab
lished, public accountants may be en
trusted to apply these objectives to each
individual set of circumstances — provid
ing that the accountants operate within
these standards. The public will then
have a basis for belief in the indepen
dence and objectivity of the accountant
and therefore in the accounting profes
sion itself.
Olson's solution appears to be a feasi
ble one. His criticism of the APB Opin
ions, however, is perhaps rather harsh.
As he points out, the matter of ethics is a
personal one. There will probably always
be some persons who do not consider
"dedication to high ethical standards . . .
the only sure path to self-fulfillment" as
Olson does. As long as these persons do
exist, the need for rules guiding ethics
will also exist. Considering this need, the
accounting profession should strive to
promote ethical behavior beyond what is
required by these rules rather than rely
ing solely upon the adoption of personally
defined ethical standards by individuals
within the accounting profession.
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occur. When management fraud comes to
light, should auditors be financially liable
to corporations, or other entities, for
losses suffered from investor law suits?
Further, should auditors be directly re
sponsible to investors for losses incurred
due to their failure to uncover manage
ment fraud? The author points out that
the SEC is a leading proponent of the fight
to force this responsibility onto auditors
but notes that the courts have generally
taken a conservative stance on the sub
ject, usually requiring specific evidence
of misdeeds on the part of the auditors.
Only passing reference is made to the
adequacy of Generally Accepted Auditing
Standards. The main point of contention
is viewed rather as a misunderstanding or
disagreement, depending upon one's
position in a specific situation, as to the
scope and purpose of an audit. The author
makes note of the various opinions held
by a wide range of participants in the
controversy, including both informed
and uninformed judgment. Some parties
wonder what the purpose of an audit is if
not to detect fraud, while accountants
speculate as to the cost of a truly com
prehensive audit relative to the cost of
audits currently being performed.
Worthy of note is the author's finding
that many accounting firms have become
more determined than ever to fight law
suits brought against them from various
segments of the business environment.
The general feeling appears to be that the
ease of settling out of court has led to an
increasing number of law suits in an al
ready litigation-prone environment.
Aside from the obvious implications to
the individual litigants, the author points
out the less obvious, but potentially more
damaging, effect which continued legal
fighting could have on investor confi
dence and therefore on the entire
economy.
Having covered all of the major views
and opinions involved, in a concise yet
comprehensive manner, the author con
cludes that 1975 will bring no dramatic
relief to this area of contention. Rather,
she foresees a gradual acceptance on the
part of all interested parties of somewhat
more compromising positions. The courts
of course will continue to be the final au
thority, handing down more decisions as
to what responsibilities auditors must or
must not assume. One need only consult
history to find that this has always been
the case. Only the future will reveal the
wisdom of their decisions.
John L. Carlson
Memphis State University
Graduate Student

